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I. PROCEDURAL BACKGROUND

This matter comes before the South Carolina Public Service Commission

CCommission") upon the application of Bluffton Telephone Company, Inc., Farmers

Telephone Cooperative, Inc., Hargray Telephone Company, hac., Home Telephone

Company, Inc., Horry Telephone Cooperative, Inc., and PBT Telecom ("6 LECs") for

funding from the South Carolina Universal Service Fund ("State USF") pursuant to S.C.

Code Ann. § 58-9-280(E) (Supp. 2001) and Cormnission Order No. 2001-419 in this

docket. Commission Order No. 2001-419 approved a phased-in plan for implementing

the State USF. By its Order No. 2001-996, the Commission approved guidelines and

administrative procedures relating to the phased-in approach. Pursuant to its statutory

authority as implemented in its orders, the Commission implemented the first (access)

step of the first phase of State USF on October 1, 2001. This step allowed incumbent

local exchange carriers in South Carolina to reduce their access charges by approximately

50% and to recover the resulting lost revenues from the State USF.
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Thecurrentproceedingwasscheduledto implementthesecond(enduser)stepof

the first phaseof StateUSF. Accordingto the plan approvedby the Commission,local

exchangecarrierscouldfile tariffs reducingenduserratesthatcontainedimplicit support

for basiclocal serviceonApril 1,2001,andrecoverthoseamountsfrom the StateUSF.

The first phaseof the StateUSF was limited sothat local exchangecarrierscould not

recovermore than 1/3of the total StateUSF to which they maybe entitledpursuantto

thecoststudiesapprovedin CommissionOrderNo. 98-322in this docket.

On March 22, 2002, the South Carolina TelephoneCoalition requestedan

extensionof time in which to file proposedtariff reductionsto implementthesecond(end

user)stepof the first phaseof the StateUSF. The Commissiongrantedthecompanies'

requestfor anextensionuntil June1,2002. Subsequently,onMay 31, 2002,the6 LECs

filed tariffs reflectingreductionsin certainenduserrates.

Bluffton TelephoneCompany'sfiling seeksto reducethe rate for its Measured

ExtendedAreaService(MEAS), oneof severalAreaCalling Plml (ACP)tariff offerings,

from $0.126to $0.053per minute. To offset thereductionon a revenue-neutralbasis,

Bluffton proposesto withdraw additionalfunding from the StateUSF in the amountof

$395,630.

Farmers Telephone Cooperative's filing seeks to reduce the rate for its

IntraLATA Flat RateServicefrom $0.099to $0.035perminute. To offset thereduction

on a revenue-neutralbasis,Farmersproposesto withdraw additional funding from the

StateUSF in theamountof $3,172,374.

HargrayTelephoneCompany'sfiling seeksto reducetherate for its MEAS, one

of severalACP tariff offerings, from $0.126 to $0.053 per minute. To offset the
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reduction on a revenue-neutral basis, Hargray proposes to withdraw additional fimding

from the State USF in the amount of $602,171.

Home Telephone Company's filing seeks to reduce monthly buy-in rates and per

minute rates for several types of Calling Plan Service ("CPS"), as detailed in the

following table:

Service Current Tariff Rate Revised Tariff Rate

IntraI_,ATA Toll $0.2171 $0.08

7 Digit Dial $0.18 $0.08

Option 8 AM to 8
PM

7 Digit Dial $0.09 $0.08

Option 8 PM to
8AM

Residential Only $3.00 $0.50
Measured Rate

Option - Buy In
Residential MRO $0.0657 $0.045

calls 8 AM-8 PM

Flat Rate Option $35.00 $28.95

Unlimited TriCty

Flat Rate Option- $0.0876 $0.045

Coastal Calling

Business Capped $15.00 $5.00

Option A-

monthly charge

Bus.Cap-Option B $30.00 $13.00

Bus.Cap-Option C $75.00 $36.00

Bus.Cap-Option C $0.04 $0.03

after 10,000 rain.

Standard $8.00 $3.00

Measured Bus. -

Buy In

Meas. Rate- $18.00 $10.00

Option B Buy In

Meas. Rate- $33.00 $22.00

Option C Buy ha
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To offsetthereductionon arevenue-neutralbasis,Homeproposesto withdraw additional

funding from theStateUSFin theamountof $1,067,718.

Horry TelephoneCooperative'sfiling seeksto reducethe rate for its Measured

RegionalService(MRS),oneof severalACPofferings,from $0.085to $0.03perminute.

To offsetthereductiononarevenue-neutralbasis,Horry proposedto withdrawadditional

funding from theStateUSF in theamountof $812,228.

PBT Telecom'sfiling seeksto reducemonthly buy-in ratesandperminute rates

for severalmeasuredandflat rateACPofferings,asdetailedin thefollowing table:

Service CurrentTariff Rate RevisedTariff Rate

Bus&ResOption1 $0.11 $0.059
8 AM to 8 PM
Bus&ResOption 1 $0.055 $0.0295
8PM to AM
Res.Option2 Buy $2.00 $0.00
In
Bus&ResOption2 $0.088 $0.059
8 AM to 8PM
Bus&ResOption2 $0.044 $0.0295
8PMto 8AM
BusinessOption2 $3.00 $0.00
Buy In
BusinessOption3 $20.00 $15.00
Buy In
BusinessOption3 $0.055 $0.029
8AM to 8PM
Res.Option3 Buy $30.00 $24.95
In

To offset thereductionon arevenue-neutralbasis,PBTproposesto withdrawadditional

funding from theStateUSF in theamountof $585,367.

In total, the companies seek additional funding from the State USF of

approximately$6.6million.
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Along with the tariff filings, the 6 LECs filed detailedcost dataconsistingof

embeddedcostof servicestudiesclearlydemonstratingthat implicit supportexistsin the

ratesthat aresoughtto be reduced,asrequiredby paragraph12of CommissionOrder

No. 2001-419.Eachof the6 LECs filed amotionrequestingconfidentialtreatmentof its

cost study. By OrderNo. 2002-481,the Commissionapprovedthe requestand agreed

that making the information publicly available could give actual and potential

competitorsanunfaircompetitiveadvantage.

The Commissionissueda Notice of Filing and Hearing in this matter under

existingCommissionDocketNo. 97-239-C,which relatesto StateUSF matters. This is

anopendocketin which numerouspartieshaveintervened,including the SouthCarolina

TelephoneAssociation("SCTA"); the SouthCarolinaTelephoneCoalition ("SCTC");

BellSouth Telecommunications,Inc. ("BellSouth"); GTE South, Incorporated,now

knownasVerizonSouth,Incorporated("Verizon"); theConsumerAdvocatefor the State

of South Carolina ("Consumer Advocate"); the South Carolina Cable Television

Association ("SCCTA"); SoutheasternCompetitiveCarriersAssociation ("SECCA");

Worldcom, Inc. ("WorldCom"); Alliance for SouthCarolina's Children ("Alliance");

South Carolina Fair Share and the Women's Shelter ("SC Fair Share"); AT&T

Communicationsof the Southern States,LLC ("AT&T"); South Carolina Public

CommunicationsAssociation ("SCPCA"); Jolm C. Ruoff, Ph.D. ("Ruoff'); United

TelephoneCompanyof the Carolinas,Inc. ("Sprint/United"); e'spire Communications;

SouthCarolinaBudget and Control Board, Office of Information Resources("OIR");

LCI International,Inc. ("LCI"); Pro-Parents;ALLTEL SouthCarolina,Inc. andALLTEL



DOCKETNO. 1997-239-C- ORDERNO. 2003-215
APRIL 15,2003
PAGE6

Communications, Inc. ("AI_,I_,TEL");Cellco Partnership d/b/a Verizon Wireless

("Verizon Wireless");ITC^DeltaCom;andCrownCastleUSA, Inc.

A publichearingwasheld in thismatteronJanuary29,2003. During thehearing,

the 6 LECs were representedby M. John Bowen, Jr., Esquireand Margaret M. Fox,

Esquire. The 6 LECs presentedthe testimonyof H. Keith 0liver and Emmanuel

Staurulakis.

The ConsumerAdvocatewas representedby Elliott F. Elam, Jr., Esquire. The

ConsumerAdvocatepresentedthetestimonyof Allen G.Buckalew.

SCCTA,AT&T andSECCAwere representedby FrankR. Ellerbe, III, Esquire.

SECCApresentedthe testimonyof William J. Barta. Neither the SCCTA nor AT&T

presentedawitness.

WorldComwasrepresentedby DarraW. Cothran,Esquire. WorldCompresented

thetestimonyof GregDarnell.

Verizon Wireless was representedby John M.S. Hoefer, Esquire. Verizon

Wirelesspresentednowitnesses.

Verizon was representedby StevenW. Hamm, Esquire.Verizon presentedno

witnesses.

BellSouthwas representedby Patrick Turner, Esquire. BellSouthpresentedno

witnesses.

The Commission'sStaff was representedby F. David Butler, GeneralCounsel.

TheCommissionStaffpresentednowitnesses.
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II. SUMMARY OF TESTIMONY

H. KEITH OLIVER

The 6 I_,ECs presented the direct testimony of H. Keith Oliver, Vice President,

Finance, for Home Telephone Company, Inc. Mr. Oliver gave an overview of tile case.

He gave a short summary of the proceedings that preceded the instant hearing, described

some of the marketplace and technological changes driving universal service changes,

and explained the need for state action on universal service in light of recent actions at

the federal level. Mr. Oliver testified that the requests in these proceedings are consistent

with state and federal law, and that the proposed rate reductions are necessary to maintain

support for basic local service.

EMMANUEL STAURULAKIS

The 6 LECs also presented the direct and rebuttal testimony of Emmanuel

Staurulakis, President of John Staurulakis, Inc. (JSI), a telecommunications consulting

firm. Mr. Staurulakis described the cost methodology used to determine the level of

implicit support contained in the rates of the end user services proposed for reduction by

the 6 LECs. He also described the process that each of the 6 LECs used to identify the

end user services that were selected for price reduction. Mr. Staurulakis testified that the

request for State USF was revenue neutral for the companies because they could not

receive funds until tariff reductions were approved. He testified that the proposed end

user rates for the 6 LECs were set at levels above the calculated cost of service for each

service. He testified that the cost methodology utilized in the cost studies conducted and

submitted in the instant proceeding is consistent with the cost methodology previously

approved by the Commission in this docket. He testified that for each of the 6 LECs, the
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amountof fundingperthe first (access)stepof the initial phasewhencombinedwith the

second (end user) step does

Commission.

ALLEN G. BUCKALEW

not exceed the one-third limitation approved by the

The Consumer Advocate presented the testimony of Allen G. Buckalew, an

economic consultant with J.W. Wilson & Associates, Inc. Mr. Buckalew testified that he

had some questions about the cost studies, but that the 6 LECs had answered them to his

satisfaction. Mr. Buckalew testified that the cost studies do not show that local exchange

service is priced below cost or that the subsidy from intraLATA flat-service is supporting

local service. He testified that the embedded cost studies are not sufficient to justify

additional funding from the State USF. He further testified that State USF funding is not

appropriate if companies are earning more than the authorized rate of return, that the

companies have not shown a competitive need to lower the rates for the services, that the

companies should impute access charges into their cost calculations, and that the effect of

demand stimulation should be taken into account.

WILLIAM BARTA

SECCA presented the testimony of William Barta, the founder of Henderson

Ridge Consulting, Inc., a regulatory consulting firm. SECCA pre-filed two versions of

Mr. Barta's testimony - a proprietary version (filed under seal) that discussed specific

numbers from the 6 LECs' confidential cost studies and a redacted version containing

only general information that was filed and served on all parties. Mr. Barta reviewed and

commented upon the embedded cost studies submitted to the Commission by the 6 LECs.

Mr. Barta noted that the 6 LECs are permitted under State statute and Commission order
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to submit embeddedcost studiesin supportof their requestsfor withdrawals from the

StateUSF. He testified, however, that 5 of the 6 LECs areearning well under the

authorizedratesof returnonanunadjustedbasis,andthatratedesignandStateUSF may

bemoreeffectivelyaddressedin tandem.Mr. Bartaalsotestifiedthatthe structureof the

cost studiesallows the 6 LECs to apportiona small fraction of their total company

expensesto serviceofferings other thanbasic local exchangeservice. He testified that

the pricing discretion afforded the 6 LECs is detrimental to the developmentof

competition. He testified that some of the expense activity included in the embedded cost

studies may not be appropriate or reasonable for the purpose of regulatory recovery. For

a brief portion of Mr. Barta's testimony, the hearing room was cleared of all persons who

had not signed a protective agreement with respect to the 6 LECs' confidential cost

studies so that Mr. Barta could respond to questions regarding specific numbers

contained in those studies.

GREG DARNELL

WorldCom presented the testimony of Greg Damell, Senior Manager - Public

Policy for WorldCom. Mr. Damell opposed the increases in the State USF requested by

the 6 LECs. Mr. Darnell testified that the 6 LECs had not demonstrated the difference

between their cost of providing basic local exchange service and the maximum amount

they may charge for such service; that the Commission had not determined the size of the

State USF; that the 6 LECs have not shown a competitive loss that affects universal

service as a result of changes in interstate access rates and wireless competition; and that

the State USF funding process is bad public policy. Mr. Darnell also stated that the
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Commissionshouldinvestigatewhethercompaniesprovidingradio-basedlocalexchange

serviceshouldbe requiredto contributeto theStateUSF.

III. OBJECTIONS AND MOTIONS

A number of objections and motions were made during the course of the hearing,

which can be summarized as follows:

OBJECTIONS TO TESTIMONY

H. Keith Oliver

Counsel for SCCTA, SECCA, and AT&T objected to Mr. Oliver's testimony on

the ground that Mr. Oliver is an employee of Home Telephone Company and there was

no proper foundation laid for Mr. Oliver to testify on behalf of the other five petitioning

companies. See TR at 8. Counsel for the 6 LECs responded that Mr. Oliver's testimony

was generic in nature and he was not testifying to the specifics of the companies'

requests. Id. Counsel for the 6 LECs noted that another witness, a consultant employed

by the 6 LECs, would testify as to the specific cost of service studies and specific

company numbers. TR at 8-9. This Commission took this motion under advisement.

We agree with counsel for the 6 LECs. Mr. Oliver's testimony is general in nature and

provides us with an overview of the petitions and the background of the proceedings that

led to the filings. We therefore deny the motion and allow Mr. Oliver's testimony into

the record.

Allen G. Buckalew

Counsel for the 6 LECs objected to and moved to strike specific portions of Mr.

Buckalew's testimony on the ground that the testimony raises issues that have previously

been decided by the Commission and, in many instances, affirmed by the Circuit Court.
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Specifically, the 6 LECs cited Mr. Buckalew's testimony dealing with whether or not the

6 LECs had demonstrated that local exchange rates are priced below cost [Buckalew

Prefiled Testimony at p. 8 (TR at 147), lines 1-17]; his testimony regarding whether or

not it is appropriate for the companies to receive State USF funding without an

examination of their earnings [Buckalew Prefiled Testimony at 9 (TR at 148), lines 1

through 11]; and his testimony regarding whether or not the companies properly allocated

joint and common cost in the cost studies that were approved by the Commission in

Order No. 98-322 [Buckalew Prefiled Testimony at 11 (TR at 150), line 4 beginning with

the words, "and the second problem is..." through line 13].

This motion was taken under advisement. After due reflection, we deny the

motion and admit the testimony. Whereas we understand counsel's motion, we will allow

the testimony in the record for whatever it may be worth to our decision-making process.

As a jury of experts, we are free to accept or reject testimony in whole or in part. We

prefer to be able to exercise this right in the present case, and we will do so at the proper

time in this Order.

Greg Darnell

Likewise, counsel for the 6 LECs moved to strike portions of Mr. Darnell's

testimony that raise issues already determined by the Commission and by the Circuit

Court as follows:

Page 2 (TR at 215), lines 9 through 14

Page 4 (TR at 217), line 22

Page 5 (TR at 218), line 23 through Page 10 (TR at 223), line 16

Page 12 (TR at 225), line 6 through Page 13 (TR at 226), line 14
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Page 13 (TR at 226), line 25 through Page 14 (TR at 227), line 9

Page 21 (TR at 234), line 24 through Page 22 (TR at 235), line 13.

This motion was taken under advisement. As we ruled with the motion regarding the

testimony of Mr. Buckalew, we believe that we should be able, as counsel for MCI points

out, to take the testimony for what it is worth. Further, as was done above, we deny the

motion.

MOTION FOR DIRECTED VERDICT

At the close of the 6 LECs' case, counsel for SCCTA, SECCA and AT&T made a

motion in the nature of a nonsuit directed verdict motion. See TR at 127-33. The

Consumer Advocate supported the motion. TR at 135-36. The motion was renewed at

the end of the hearing. TR at 261. By his motion, counsel asked the Cormnission to rule

as a matter of law that petitioners have not met their obligation under South Carolina Act

354 of 1996 and the Federal Telecommunications Act of 1996 to justify additional State

USF funding. TR at 128-29. Counsel stated he was not arguing that the petitioners had

not done what was required of them under the Conunission's prior State USF orders. Id.

He merely disagreed with those prior orders and asked the Commission to reconsider

those issues.

We hereby deny the motion in the nature of a motion for directed verdict. As

pointed out by counsel for the 6 LECs, this Commission has been through years of

hearings, beginning in August 1997, on this matter and has issued detailed and exhaustive

orders in this case. Some of those orders were appealed to the Circuit Court. Judge

Kinard issued a detailed 44-page order in which he affimaed the Commission's orders

and concluded: "There is substantial evidence in the record to support the Commission's
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decisionsregardingthe StateUSF. The Commissionactedproperly and in accordance

with its statutorymandate,aswell as in the interestof the public, in establishingand

implementingthe State USF." Order of the HonorableJ. Ernest Kinard, Jr. dated

September30,2002,atp. 43. We will proceedto considertherequestsof the6 LECson

theirmerits.

IV. OVERVIEW OF STATE IJSFPROCEEDINGS

This Commissionhasdetailedtheconceptandgoalsof universalservicein prior

orders,most particularly in Co:mission OrderNo. 2001-419in this docket,and has

made a number of public interest findings in approving a plan for a phased-in

implementationof StateUSF. Our review here will focus on tile instant filing and

whetherit complieswith ourprior ordersandservesthepublic interest.

The instantproceedingis the Commission'sfourth proceedingto addressState

USF. In the first proceedingin DocketNo. 97-239-C,which beganin August1997,the

Commissionadoptedguidelines,asrequiredby S.C.CodeAnn. § 58-9-280(E). The

guidelines,amongother things,definethe servicesthat aresupportableunderthe State

USF, define eligibility requirementsfor receiving funding from the StateUSF, declare

that funding is portable to any qualified Carrier of Last Resort, and establishthe

administratorof the StateUSF. TheCommissiondeferredissuesrelatingto theselection

of an appropriatecost model(s)and methodologies;sizing the fund; recoveryof USF

contributions;and maximum allowable rates. SeeCommissionOrder No. 97-753,as

modifieduponreconsiderationin OrderNos.97-942and98-201.

With respectto sizingthefund, the Statestatuteprovidesthat thesizeof the State

USF is the sum of the difference,for eachcarrier of last resort, betweenits costsof



DOCKETNO. 1997-239-C- ORDERNO.2003-215
APRIL 15,2003
PAGE14

providingbasiclocal exchangeservicesandthemaximumamountit maychargefor the

services. S.C. Code Ann. § 58-9-280(E)(4). The State statute definesbasic local

exchangetelephoneserviceas"for residentialandsingle-linebusinesscustomers,access

to basicvoice gradelocal servicewith touchtone,accessto availableemergencyservices

anddirectoryassistance,the capabilityto accessinterconnectingcarriers,relay services,

accessto operatorservices,and one annual local directory listing (white pagesor

equivalent)." S.C.CodeAnn. § 58-9-10(9).At thetimeof thefirst proceeding,however,

the Commissionhad not yet determinedthe appropriatemethodologyto be usedto

determinecostsandthuswasunableto sizethefundat thattime.

In its secondproceedingin November1997,theCommissionprimarily addressed

the selectionof appropriatecostmodel(s)andmethodologies,andsizingthe StateUSF.

The Commissionadoptedthe Bencl_narkCostProxy Model 3.1 as the state forward-

looking cost model for BellSouth, GTE,

modificationsto company specific inputs.

and Sprint/United, after making certain

The Commissionalso adoptedthe South

CarolinaTelephoneCoalition'sproposedembeddedcostmodel,including recommended

inputs for rural LECs (other than Sprint/United). All other matters related to the

intrastateUSF thatwerenot ruleduponwere"held in abeyance."SeeCommissionOrder

No. 98-322.

In thethird proceeding,the Commissionaddressedoutstandingissuesrelatingto

the StateUSF andordereda phased-inimplementationof the fund, consistentwith the

Commission's statutory obligation to "establisha universal service fund (USF) for

distributionto a carrier(s)of lastresort." S.C.CodeAim. § 58-9-280(E).
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Under the StateUSF implementationadoptedby the Commissionin OrderNo.

2001-419,there is a seriesof stepsor phasesleadingto the full implementationof the

StateUSF. The phase-inwill occur in at leastthreestages.The first phaseconsistsof

two steps. Thefirst step,which was implementedeffectiveOctober1, 2001,requiredan

immediate reduction of approximately50% in intrastateaccessrates. The instant

proceedingis to addressthe secondstep,which allows for reductionsin ratescharged

directly to the enduser. The initial phase(accessandend usersteps)is limited to no

more then 33.33%of total StateUSF, sizedaccordingto the Commission'spreviously

approvedguidelines. In addition, eachindividual LEC is limited to one third of its

maximumStateUSF onacompany-specificbasis.

Eachphaseof StateUSF requirestariff filings to reduceratesin compliancewith

Section4 of the StateUSF guidelines,which requiresthat carriersof last resortmake

dollar-for-dollar rate reductionsbeforebeing permitted to draw funds from the State

USF. Tariff filings, if made,arerequirednot laterthanApril 1of eachyear,andanyrate

reductionsapprovedby the Commissionfor thoseratescontaining implicit supportare

intendedto be implementedon October1 of eachyear. In order to receivefunding

beyondthe initial (access)step,any local exchangecarrier (LEC) seekingfurther tariff

reductions is required to file detailed cost data with the Commission clearly

demonstratingthat implicit supportexistsin theratesthat areproposedto be reduced. In

addition, eachLEC is required to updatethe resultsof its cost model before being

permittedto withdrawmorethanone-thirdof its company-specificStateUSFamount.
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V. FINDINGSAND CONCLUSIONS

1. The Commissionhasa statutoryobligation to establisha StateUSF for

distributionto carriersof lastresort. S.C.CodeAnn. § 58-9-280(E).

2. The Commissionhascompliedwith its statutoryobligationto establisha

StateUSF andpreviouslysetforth a phased-inschedulefor implementingtheStateUSF

to ensurethat fundsaredistributedto carriersof last resort. SeeOrderNo. 2001-419.

TheCommissionhasadoptedguidelinesandproceduresfor implementation. SeeOrder

No. 2001-996andStateUSF GuidelinesandAdministrativeProceduresattachedthereto.

3. The6 LECshavefiled embeddedcoststudiesthatclearlydemonstratethat

implicit supportexists in the ratesthey seekto reduce,asrequiredby paragraph12of

OrderNo. 2001-419. SeeHearingExhibit 3 (cost studiesandbackupdocuments). In

fact,counselfor SCCTA, SECCAandAT&T essentiallyconcededthat tile studiesmet

the requirementsof the Commission'sprior orders. SeeTR at 128-29;seealsoTR at

133,lines 10-14. The ConsumerAdvocate'switnessstatedthat hehad somequestions

aboutthecoststudiesbut thecompanieshadansweredthosequestionsto his satisfaction.

TR at 145,lines 7-8;seealsoHearingExhibit 4 (CompanyResponsesto Interrogatories

of ConsumerAdvocate).

4. It is appropriatefor rural telephonecompaniesto use embeddedcost

methodologiesfor costof servicestudies. SeeS.C.CodeAnn. § 58-9-280(J);TR at 183,

lines 19-23;TR at 80, line 21 through81, line 1; CommissionOrderNo. 98-322. The

methodologyfor the coststudiesfiled by the 6 LECs is consistentwith themethodology

for cost studiespreviously approvedby the Commissionfor useby rural companies

(otherthanSprint/United)for StateUSFpurposes.TR at 81,lines 11-19.
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5. The end userservice ratesproposedby the 6 LECs for the respective

servicestheyproposeto reducearesetabovethe calculatedcostof eachservice. TR at

80, lines10-14;seealsoHearingExhibit 3 (CostStudiesandBackupDocuments).

6. The amountof StateUSF funding requestedby eachof the 6 LECs,when

combinedwith the fundingreceivedfrom thefirst (access)stepof thefirst phaseof State

USF, does not exceed 1/3 of the company-specificState USF for each respective

company. TR at 78, lines 7-10. Therefore,the 6 LECs arenot requiredto updatethe

resultsof their coststudiesat this time for basiclocal exchangeservice. TR at 85, lines

5-10. However, shouldany of the 6 LECs requestadditional StateUSF funding that

exceedsone-thirdof its company-specificStateUSF amount,updatedcoststudieswill be

required.SeeCormnissionOrderNo. 2001-419at 42. Utilizing this previouslyapproved

cost-studymethodology,the 6 LECs submittedcost and demanddata from the most

recent year available. As such, the costing methodologyutilized to identify implicit

supportin end-userservicesis consistentwith the methodologyutilized to identify the

embeddedcost of basic local exchangeservicein the previousproceeding. TR at 84,

lines9-16.

7. While we have deniedthe motion by counselfor the 6 LECs to strike

certainportions of the Prefiled Testimoniesof ConsumerAdvocatewitnessBuckalew

andWorldComwitnessDarnell,a reviewof the record,including theprior ordersof this

Commission,showsthat the citedportions of those testimoniesraise issuesthat have

previously been determinedby this Commission. Specifically, issuesrelating to the

methodologiesof cost studies, sizing of the fund, company earnings and revenue

neutrality havepreviouslybeenaddressedand resolvedby the Commission. See_e.__.,
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CommissionOrderNos. 98-322and2001-419. Furthermore,thosedeterminationshave

beenaffirmedby the Circuit Court. SeeOrderof The HonorableJ. ErnestKinard, Jr.

datedSeptember30,2002. We donotbelieveit is appropriateor necessaryto changeour

previousdeterminationswith respectto thoseissues.

8. Otherargumentsraisedin oppositionto the 6 LECs' petitionsarealsonot

convincing. Someof thepartiesproposenewproceduresthat areinconsistentwith those

we have previously adopted. For example,someparties proposethat we take into

accountthe stimulation in demandfor thoseserviceswhoserateswill be reducedin

calculatingtheStateUSFfimdingneededto offset the loss. SeeTR at 150-51;191. This

wouldbeadifficult taskandisnot likely to yield accurateresults.Demandstimulationis

hypotheticalat best. While thereis apossibility demandwould increasewith a decrease

in price, thereis alsoapossibility that demandwould decrease,dependingon tile nature

of thecalling plan andwhat otherprovidersin theareaareoffering. SeeTR at 92, lines

3-22. Further,asMr. Oliver testified,thepurposebehindreducingthe selectedratesis to

"slow the flow of minute loss," sowhetherthe companieswould havemoreminutesof

use or would merely be slowing the loss of minutes of use is unclear. TR at 34-35.

Additionally, even if there were a stimulation of minutes of use, it would likely be

accompaniedby anincreasein expensesto meetthedemand.TR at 35;99-100.

9. Likewise, implementinga procedureto track the accuracyof projected

revenuelossesis ulmecessary.TheStateUSF is setup sothat the amountof fundingis

calculatedat thetime the fimdingis implementedandconvertedto aper-line amountfor

portability purposes. See TR at 37; see also_e.__.,Section IV.D. of State USF

AdministrativeProcedures,attachedasExhibit B to CommissionOrder No. 2001-996.
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Once the State USF is calculated on a per-line basis, the amount of funding received by a

particular company will track along with the gain or loss of access lines. Thus, the

proposed "tracking" mechanism would not only be administratively burdensome, but it is

also unnecessary. Furthermore, to the extent overall revenues fluctuate above or below

the projected amounts, it is within the purview of the Commission to examine that in its

annual earnings reviews. Id.

10. Several of the parties take issue with the Commission's previously-

adopted methodology that allows the 6 LECs to choose which rates they will reduce. See

TR at 190; 231. The parties assert this will allow the 6 LECs to regulate competitive

entry into their markets. Some of the witnesses argued that all of the 6 LECs' services

should be examined at one time, along with the general rate design of the 6 LECs, in

determining which rates to reduce first. I See, e.__., TR at 145-46; 186. We disagree. One

of the objectives of universal service funding is to make explicit funding available to

replace the implicit support that currently exists in the rates for certain services. See

Order No. 2001-419 at 32, para. 3. The Commission could have implemented the fund

all at one time by ordering the immediate removal of al_limplicit support from rates. The

Commission instead chose to take a more cautious, phased-in approach. One of the

fundamental points of such an approach is that funding will be implemented in phases.

While there is no need to show actual competition or competitive erosion of services

before being permitted to reduce rates for those services that contain implicit support

[See Commission Order No. 2001-419 at 45, para. 27], the companies themselves are in

WorldCom complains that access charges are significantly above cost yet the 6 LECs are choosing to
reduce other rates. See TR at 231. The first step of State USF implementation reduced access rates alone
by 50%. See Commission Order No. 2001-419 at 33. This second step is for end user rates, so that end
users may see the benefits of reduced rates through removal of implicit support as well
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the bestposition to determinewhatmarketpressuresexist andwhich servicesaremore

critical thanothersto reduce.

11. The opposingparties' policy argumentsarelikewise not convincing. Mr.

Damell, for example,testified that grantingthe requestwould hurt the developmentof

competition becausecompetitive carriers will not know what rates incumbent local

exchangecarriers (ILECs) will be charging and, therefore,will not have certainty in

settingtheir own rates. TR at 236. This argumentis basedon the faulty assumptionthat

competitivecarriersmustsetpricesfor servicesbasedon thepriceschargedby theILEC.

Seeid. at lines 12-14. To thecontrary,competitivecarriersarefreeto maketheir pricing

decisionsbasedon their own cost of providing the service and independentlyof the

universalserviceconsiderationsthat historicallyhavedistortedthe ILECs' rates. ILECs'

ratesinclude implicit supportbecauseILECs havean obligation to providebasic local

exchangeserviceto all requestingcustomersin theirrespectiveserviceareasataffordable

(in most casesbelow-cost)rates. Competitivecarriershaveno suchobligationand can

price their servicesin aneconomicallyrationalmannerbasedon their cost of providing

theservice.

12. WorldCom's witness testified that State USF funding should not be

increaseduntil suchtime asthe Commissionaddressesthequestionof whetherwireless

carriersshouldbe requiredto contributeto theStateUSF. TR at 228. Statelaw provides

that the Colnmissionshall requirea wirelesscarrierto contributeto the StateUSF "if,

afternotice andopportunityfor hearing,thecommissiondeterminesthat the companyis

providing.., radio-basedlocal exchangeservicesin this Statethat competewith a local

telecommunicationsserviceprovidedin this State." S.C.CodeAnn. § 58-9-280(E)(3).
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Until such time as sucha showing is made, the Commissioncannotrequirewireless

carriersto contributeto the StateUSF. WorldCom or any other interestedpersonis

certainly welcome to bring evidencebefore the Commissionto justify a finding that

wirelesscarriers are providing servicein competitionwith local telecommunications

servicein SouthCarolina. Until that time, wirelesscarrierswill not be assessedfor

contributionsto theStateUSF.

13. The 6 LECs' petitionsareapprovedasfiled, subjectto adjustmentby the

CommissionStaffasappropriateto ensurecompliancewith ourprior ordersandtheState

USF guidelinesandadministrativeprocedures.Accordingly, the endusersurchargefor

all companiescontributingto theUSFshallbemodified from 2.1277%to 2.4719%.This

resultsin anincreaseof approximately17centspermonthpercustomerfor theadditional

surcharge.Thenew surchargewascalculatedby dividingthetotal intrastateandinterstate

end user retail revenuesby the USF requirement,the latter being madeup of access

reduction,lifeline, andthe reductionin thepresentcase.Althoughwe alwayshesitateto

makeany ruling that resultsin increasesto the consumer,we believe that the 6 LECs

haveproventheir casein the presentDocket,andthat increasedfunding from the State

UniversalServiceFund is appropriateas discussedheretoforein this Order to replace

implicit supportlost by the6 LECsin ratereductions.

IT IS THEREFOREORDEREDTHAT:

1. The requestfor additionalStateUSF funding by eachof the respective

LECs in thismatteris granted.
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.

6.

Commission.

2. The proposed tariffs filed by the 6 LECs are approved, effective upon

implementation of the State USF funding to offset the tariff reductions proposed by the 6

LECs, consistent with the revenue neutrality principle of the State USF guidelines.

3. The Commission will implement the additional State USF funding

approved here effective 90 days after issuance of this Order, but not later than October 1,

2003. The new end user surcharge is 2.4719%.

4. The motion for a directed verdict made by counsel for SCCTA, SECCA

and AT&T is denied.

Motions to strike certain testimony are disposed of as detailed herein.

This Order shall remain in full force and effect until further Order of the

BY ORDER OF THE COMMISSION:

M" lybum -

Chairman

ATTEST:

Executive Director

(SEAL)


